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FOREWORD

In December 1975, in a speech to the Tax Foundation, I
called for a fundamental overhaul of the U.5. tax system.
I felt that I was speaking for millions of Americans who
were fed up with the current tax system and wanted it
replaced with one they could understand and trust. I noted
that we need to return to the basic principles upon which
our income tax system was founded and the three cornerstones
of its structure -- eguity, efficiency and simplicity. I
said we need to wipe the slate clean of personal tax preferences,
special deductions and credits, exclusions from income and
the like, and impose a single, simple progressive tax on all
individuals. In the months that have passed since that
speech, I have received overwhelming evidence that this is
indeed the way the American people feel.

It is time to start over from scratch and develop & new
tax system in the United States. It must be a system that
is designed on purpose, based on a clear and consistent set

of principles, which everyone in the United States can
understand.

During the past year, at the same time my staff and I
were working with the Congress on the Tax Reform Act of
1976, we were also engaged in a major study, which we called
the "Basic Tax Reform" study. We began by examining the
concept of "income" and what it can and should mean as the
base for Federal taxation. We looked at all the transactions
and circumstances that produce what we commonly think of as
"income," and we also considered "inceome" from the standpoint
of its uses -- its value to those receiving it.

We then tried to develop an ideal income base that took
into account all possible forms of income but that egually
considered practical realities and the overriding importance



of a simple tax system., OQur "real-world" implementation
reflects many compromises and modifications that we have
discussed explicitly in the study so that everyone can
evaluate our judgments and our conclusions.

Qur report -- Blueprints for Basic Tax Reform -—-
presents the results of this year-long study. It gets down
to the fundamentals.

This report presents two specific model tax systems.
The first is a plan for broadening the base of the income
tax. It calls for integration of the corporate and perscnal
income taxes, taxation of capital gains at full rates after
allowing an adjustment for inflation, and taxing many other
items that presently are not taxed. In place of the existing
complex rate structure, with rates ranging from 14 toc 70
percent, the model plan has only three rate brackets,
ranging from 8 percent to 38 percent.

The second model is bhased on consumpticn and is called
a cash flow tax. Tt differs from an income tax in excluding
savings, although the withdrawal of savings for consumption
of goods and services would ke taxed. This medel also has
three tax brackets with rates from 10 to 40 percent.
Because the present income tax system has many important
similarities to the cacsh flow tax, the c¢hange to this medel
would not be as great as it might seem.

After vyears of seeking to reform the tax system, I am
convinced that tinkering is no longer the answer. We must
design an entirely new tax system , adopt it as an inte-
grated whole, with a much broader tax base but with much
lower and simpler rates so that it will be widely accepted
and so that all can share its advantages. This report is a
start toward this objective. It demonstrates clearly that
we can construct a fair, efficient progressive tax system in
the United States.

Responsibility for preparation of this study was taken
by Assistant Secretary for Tax Policy Charleg M. Walker.
Deputy Assistant Secretary William M. Goldstein provided

important counsel. Primary work on this project was undertaken



by Deputy Assistant Secretary David F. Bradford. Mr. Bradford
and the staff of the Office of Tax Analysis are due special
recognition for their professional expertise and special
thanks for their devotion to this task.
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